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AID TO SMALL BUSINESS. 


ROPOSALS to extend additional government assistance 
‘to small business will be- renewed with vigor when the 
85th Congress reconvenes on Jan. 7, 1958. Small business, 
° it is generally agreed, has suffered more than big business 
during the past two years from tight credit, high costs, and 
low profit margins. However, those who have the interests 
of small business at heart are more disturbed by the grow- 
-ing difficulty it is having in raising equity capital and in 
holding its own against increasing concentration in Amer- 
. lean industry. 


According to Chairman John J. Sparkman (D-Ala.) .of ° 
the Senate Small Business Committee, which is now hold- 
. ing‘ hearings in cities throughout the country, this sector 
of the-national “tonomy is in urgent need of tax relief. 
Thére is wide disagreement, however, on the extent of any 
preferential tax treatment to be‘ given small business. 
Prospects for spécial tax changes for small .business rest in 
considerable degree on the leeway available next year for 
general tax reduction. Current indications that défense 
. spending will have to be increased dim the outlook for early 
lowering of federal levies. 


Both major parties “made. platform pledges in 1956 to 
help the small businessman in a number of specific ways. 
Congress nevertheless failed to enact any significant small 
* business legislation at its 1957 session. A bill to give per- 
. manent status to the Small Business Administration and 
to increase its business loan authority from $230 million 
to $500 million passed the House, June 25, by a 392-2 vote 
but was sidetracked by the Senate Banking Committee. 
Two days after S.B.A. legally expired on July 31, Congress 
agreed to extend the life of the agency for one year and to 
increase its loan authority by $75 million. 


Although small business is commonly described as “the. 
seed bed of free enterprise,” a satisfactory definition of . 
this area of business is yet to be found. In the Small Busi- 
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“ness Act of 1953, ‘setting up the.Small eee Adminis- 


tration as successor to the Small Defense Plants Adminis- . . 


‘tration, Congress said merely that to qualify for assistance 
an enterprise must be .“independently owned and operated 
and... not dominant in its field of operation.” S.B.A. was 
directed to draw up a‘more detailed definition, using’ such _ 
standards as number of ° employers and dollar ‘volume of . 
business. . 


’ Effective Jan. ‘ 1957, S.B.A. classed any manufacturing 
‘concern with 250 or fewer employees as small, and any | 
concern with more than 1,000 employees as large. Enter- . 
prises with from 250 to 1,000 employees ‘were to be con- 
sidered small or large according to size patterns in par- 
ticular industries. In printing and publishing, for example, 
where the typical ‘concern is not large, no company with 
more than 250 employees is classed as‘.small for S.B.A.. 
lending purposes. In such industries.as machinery, pri- 
mary metals, and transportation equipment, on ‘the other 
-hand, companies with as many as 1, 000 employ ees are con- 
sidered. small. 


Ceilings | for small aaeeetesinsion enterprises, are 
based on dollar volume: $5 million in annual sales for a 
-wholesale concern; $1 million in annual sales for a retail 
‘ concern (but -$2 million- for gerieral merchandise - stores, 
new and used car dealers, and groceries with fresh meats) ; 
$1 million in annual receipts for service trades (but $2 
million for hotels and power laundries) ; $5 million in an- 
nual receipts for eonstruction firms; $2 million for truck- 
ing and warehouting concerns, and $1 million for taxicab : 
companies. . ; 


It has been extintad that on this tie approximately 
4 million of the 4.3 million ‘businesses operating in tlie. 
. United States in 1956 could be classed as small businesses. 
The 4 million included an estimated 289,000 manufacturing 
“ concerns, 1,818,000 retailers, 275,000 wholesalers, and 747,-. 
000 service’ establishments. Collectively, small business 
accounted for 65 per cent of total employment and for 45 
per.cent of the country’s total dollar volume of business. 


Although small business includes’ well over 90 per cent 
of the number of concerns in.each:of the major business 
categories, its share of total business volume varies widely '. 
among categories. S.B.A. has estimated that:small busi- 
ness was responsible in 1953 for about 30 per cent of total — 
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manufacturing output, 45 per cent of wholesale volume, 
60 per cent of retail sales, and more than 75 per‘cent of 
receipts in the service trades. In other business cate- 
gories, including mining, transportation, finance, insur- 
ance, real estate, and contract construction, small business 
accounted for’ about one-half of the sapregete voummae 


‘ ‘TRENDS IN BUSINESS STARTS AND — FAILURES 


No accurate statistics are available on fhe rates of estab- 
lishment and failure of small business enterprises as such, 
but the fact: that the great majority of businesses are small 
’ permits certain inferences to be drawn from general busi- 
ness statistics: These statistics reflect the great volatility 
of small business, with the number of small firms tending 
to multiply rapidly in boom times and to contract sharply 
_ during depressions: and wars. At all times there is lively 
activity in business formations, discontinuances, or trans- 
fers of ownership. 


‘During the Great Depression of the 1930s the total num- 
ber of active business: enterprises, which .had ‘reached 
3,029,000 in 1929, dropped to 2,782,000: The number rose 
from that 1933 low to a peak of 3,290,000 in 1940. In 
World War II many small proprietors shut up shop to enter ’- 
the armed forces or to take defense jobs, and the total of 
business concerns fell off by 1943 to 2,905,000. When peace 
came two years later, thousands of returning servicemen 
went into business for themselves. In the record year: 1946 
more than 600,000 new businesses wére established and only 
_ 226,000 were discontinued. By 1949 the total number of 
business enterprises exceeded 4 million. 


Since 1950 more.than 300,000 new businesses. have ~ 
opened up each year while a somewhat smaller- number 
have been discontinued, leaving -a net increase in the num-: 
ber of active. concerns. At the same time, transfers of 
existing businesses to new owners also have numbered in 
excess of 300,000 each year. Two-thirds of such transfers 
have involved retail firms, although the latter comprise 
only 43 per cent of all business enterprises. 


The large number of businesses discontinued or sold to 
new owners in recent years emphasizes the fact that aver- 
age life expectancy among new businesses is brief. A 1955 
study pointed out that, of a total of 12 million separate 





_ > Small Business Administration, First Semi-Annual Report (Jan. 31, 1954), p. 8. 
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CHANGES IN BUSINESS POPULATION: 1951-56 
(in thousands) eae 

; Number of ° New businesses * Businesses Changes in 
Year Lo isinesses . established . discontinued ownership 
. 1951 eC ea *  —- 878 
1952 4,175 . : 364. ; 306. RS 375 
1953 4,206 °- : a 334 356 
19547 4,197. $34 _33r_- . 820 
1955 aqme =. ll’ 380 322 ° - 327. 
1956 - - 4,301 - 381 - 328. - a 

Source: Statistical Abstract, of the United States, 1957, p. 482. 
business -entities which operated at some time between 
1944 and 1954, 7.8 million were disposed of; “about 60 per 
cent [of these] were sold, reorganized or otherwise trans- 
- ferred to new owners and 40 per cent were liquidated.” 
One-half of all businesses established or acquired from 1946 
.through 1954 were sald _or liquidated within two years. 
According to the study:: 

Wholesale tirade firms:have the best survival record: -three- 
fourths survive their first.full year of operation, half survive about 

3 years; and about 80 per cent survive mare than 10 years. At the 

other end of the scalé are firms classified in retail trade, where 

‘three-fifths survive their first year and about one-sixth .reach the 

age of 10 years.2 . , 

- Businesses are-disposed ‘of for many reasons other than. 
outright failure. About 85 per cent of all concerns are 
unincorporated partnerships: and proprietorships; if the 
owners die or retire, such businesses often ‘may be sold or 
transferred without loss. Change of the legal ‘status of a 
business from partnership or proprietorship to’ corporation 
constitutes a‘form of transfer which commonly signifies 
strength rather than weakness. For these reasons, true 
business survivorship may be appreciably higher than indi- 
cated by the ‘foregoing’ study. 


The number. of business’ failures, on ‘the other hand, 
probably understated in statistics compiled by Dun & ed 
street, for the credit-rating firm does not include many 
small retail and service establishments among the 2.6 mil- 
lion businesses currently listed in its Reference Book. 

‘Failures recorded there touched a peak of almost 32,000 
in 1932 and a low of 809. in 1945. Failures shown by ‘the 
same source numbered 7,611 in 1952, ‘8,862 in 1953, 11,086 
in 1954, 10,969 in 1955, and 12,686 in 1956; the number 


2 Betty C. Churchill, “Age and Life Expectancy of Destness Firms,” Survey of 
Current Business, December 1956, p. 15. 


788 
















Aid to. Small Business ° 


in the first half of 1957 -was 7,089, which represented an 
increase of 9 per cent over the number in:the first half of 
1956. If failures continue to mount at this rate’ in the ° 
second half of the year, the total in 1957 will be the highest 
recorded since 1939, when 14,768 businesses went into 
bankruptcy. : 


- Growth in the number of business failures, however, does 
‘not take account of increases in the business population. 
Failures in the first six months of 1957 amounted to 54 
per 10,000 firms listed by Dun & Bradstreet. By contrast, 
the failure rate was 70 per 10,000 firms in 1939 and more 
than 100 per 10,000 during most of the 1920s. Whether 
the rate of failure among businesses not listed by Dun & 
Bradstreet is now higher or lower than in prior years 
’ ednnot be determined. 


RELATIVE SALES AND EARNINGS OF SMALL BUSINESS 


Information on changes in the competitive and economic 
status of small business is largely confined to the manufac- _ 
_-turing field and to corporations (not partnerships or pro-. 
‘ ~prietorships) within that field. Using data from the Fed- 
eral Trade Commission and the Securities and Exchange 
Commission, the Small Business Administration constructed 
indexes showing changes in sales-and earnings between 
1954 and 1956 for manufacturing corporations with assets 
over and under $1 million. The indexes indicate that the 
larger companies fared considerably better in those years 
than the smaller: corporations. 

" SALES AND EARNINGS OF MANUFACTURING CORPORATIONS 


BY SIZE oF ASSETS 
(Index numbers, 1951=100) 


Year : "1954 1956 
Net sales - 3 sf 
Assets over $1 million . 104. _—Si- 128 
Assets under $i million 85 * 
Earnings before taxes 7 
Assets over $1 million 78 109 
Assets under $1 million : 50 91 
Farnings after taxes 
Assets over $1 million 98 136 
Assets under $1 million 55 110 


Source: Small Business Administration, Eighth Semi-Annual 
* Report (Sept. 18, 1957), p. 18. 


Failure of the smaller manufacturers to maintain their 
place in the economy is explained partly by the fact that 
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heavy expenditures for defense items ‘and for consumer 
durables have contributed to exceptionally rapid growth in 

industries where the larger corporations are concentrated. 
- But small concerns have lost ground in other industries as 
well.. This is brought out in a recent Senate Antitrust and 
- Monopoly Subcommittee report on concentration in indus- 
try which compares data for 1947 and 1954 gathered in the 
Census of Manufactures.* 


Between 1947 and 1954 the number of companies oper- 
ating sawmills and planing mills fell from 19,223 to 16,594, 
while the value of the industry’s shipments increased from 
$2.5 billion to $3.2 billion and the share of the 20 largest 
companies in total shipments rose from 11 to i8 per cent. 
In the commercial printing industry the number of com- 
panies increased slightly—from 11,810 to 11,970—while 
total output rose from $1.5 billion to $2.2 billion and the 
share of business done by the top 20 companies increased 
from 20 to 24 per cent. Bread companies dropped in num- - 
ber from 5,985 to 5,470, but output climbed from $2.4 bil- © 
lion to $3.1 billion.and the 20 largest companies increased. © 
their share of the market from 36 to 40 per cent. 


Manufacturing is the only major business division in 
which the total number of concerns has declined in recent 
years—from 330,000 in 1952 to 310,000 in 1956. Part of 
‘the decline was due to business mergers, which increased 
annually from 126 in 1949 to 537 in 1956. The predomi- 
nant role of big business in this respect is evident from the 
- fact that companies with assets of $10 million or more were 
responsible for 66 per cent of the 1956 acquisitions through 
merger ; companies with less than $1 ‘million in assets ac- 
quired only six firms, or 1.1 per cent of the total number 
acquired by merger. ; 


Less is known about trends in sales and earnings of 
small business in non-manufacturing lines, .because the 
great majority of small retail and service concerns are un- 
incorporated and do not file corporation income tax. re- 
turns. Comparison of data in the Census of Business for 
1954 with that for 1948 shows little change in the share 
of total retail sales attributable to single units, most of 
_ which qualify as small businesses. Sales by single units 
accounted for a little more than two-thirds of total retail 

sales in both 1948 and 1954. 


® Concentration in American Industry (July 12, 1957). 
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SMALL BUSINESS in the United States has rarely, if 
ever, enjoyed a problem-free existence. ‘ The potential re- 
wards of success in a competitive market have encouraged 
‘ many persons to start businesses of their own without ade- 
quate training or financial backing or both. J. Wilson 
Newman, president of Dun & Bradstreet, said recently: 


There is a fringe area in business, especially in retailing and 
retailing services, which I call the “misery margin”. . . . Some 
of these people are unemployable because of ability or attitude. 
They can’t work profitably for themselves or anybody else. They 
represent some of the statistical froth of business turnover. They 
will go in and out of business as long as friends or family will 
‘supply capital. A few will live and learn, but it is up to the sup- 
plier and banker to use selective ‘judgment-in his support of these 
concerns, a few of which can be salvaged and encouraged as 
desirable outlets.4 


“There remains the fact that the problems of establishing, 


- maintaining, and expanding a small business have been 


multiplying. Growth of the nation’s population, income, 
‘and appetite for goods and services has unquestionably 
created a host of new opportunities for business enter- 
prise. At the same time, the increasing cost and com- 
plexity of doing business have tended to magnify the ad- 
vantages of the bigger over the smaller concern. Discrimi- 
_natory practices in distribution and sales policies, which’ 
have long brought complaints from small manufacturers 
‘and independent retailers, continue to memory competitors 
not in the giant class. 


INADEQUACY OF AVAILABLE FINANCING FACILITIES 


_ Short-term credit, used to compensate for seasonal fluc- 

tuations in business and to carry inventories and accounts 
receivable, is vital to-the operations of small business with 
limited working capital. Thus the adequacy of credit 
facilities for small business has come in for extensive ques- 
tioning in Congress as rising interest rates have reflected 
a tightening credit situation. 


The evidence on availability of short-term credit is 
mixed. According to the Small Business Administration, 
the fact that it has been receiving an increasing number 


« Speech before President's Ceateence on Technical and Distribution Research for 
the Benefit of Small Business, Sept. 23, 1957. 


791 | 





Editorial Research Reports 


of loan applications “may. suggest that a growing number 
of businesses of good credit standing, unable to obtain 
adequate financing through normal banking channels be- 
cause credit demands have been outrunning credit supply, 
have turned for financial assistance to the federal govern- 
ment.’"5 In other quarters it is denied that legitimate: 
credit needs of small business are being neglected. 


“I believe we have permitted the complaints of a minor-. 
ity to color our concept out of all resemblance to the facts,” 
Dun & Bradstreet’s president, J. Wilson Newman, declared 
on Sept. 23. He reported that almost 75 per cent of 420 
- small concerns in all parts of the country, queried by Dun 
& Bradstreet in August, said they were not in need of 
funds. Newman reported also that an earlier survey of 
100. commercial banks in 23 cities had shown that most 
bankers were willing, able, and anxious to meet the short- - 
term credit requirements of their small business customers. - 


Finding the capital necessary to start a new business or 
_to expand an existing one is another matter. ‘Dun & Brad- © 
street estimates that the average cost of establishing a new 
retail business went up from $9,500 in 1945-47 to $14,700 
in May 1957; for a wholesale firm the average starting cost - 
increased from $22,000 to $31,700. However, the capital 
costs of major industrial companies have mounted even 
more.* In the competition for the limited supply of invest- 
ment funds, large and well-established borrowers have 

tended to preempt the field.. 


Commercial banks are the principal entail source of 
small business financing, long-term as well.as short-term. 
Newman has acknowledged, however, that the banks are 
now “less willing to provide equity capital for expansion, 
whether it be for a new location, new store front or factory 
addition.” One reason for this reluctance, Chairman 
Wright Patman (D-Tex.) of the House Small Business 
Committee said on Sept. 20, is that high interest rates have 
“caused the big corporations to shift their credit demands 
_on to the commercial banks, and thus to cut into the credit . 
supply which would otherwise be available to small firms.” 7 


5Small Business Administration, Eighth Semi-Annual Report (Sept. 18, 1957), p. 
. 36. . ° 


* Book assets of the 100 largest manufacturing corporations last year averaged 
$17,000 per employee and ran as high as $60,000 per employee in the petroleum, dis- 
tilling, and tobacco industries, according to the First National City Bank, Monthly . 
Letter, August 1957, p. 94. 


*The American Gas and Electric Co. on Oct. 7 announced negotiation of a $52 
million loan agreement with ten banks in four cities to supply fends | to be channeled 
into construction programs of its operating subsidiaries. 


792 





Aid, to Small Business. 


Small business never has made extensive use of the se- 
‘curitiés market as a source of equity capital. Sale of stock 
to’ outside ‘interests entails-a dilution of ownership and 
control which many small businessmen wish to avoid. 
Moreover, flotation of small issues of stocks or bonds is 
itself a costly procedure. Total corporate security offer- 
- ings increased from $10.2 billion in 1955 to $10.9 billion 
in 1956, but the amount represented by offerings of $100,- 
000 to $300,000—which are governed by a simplified S.E.C. 
registration procedure—declined from $269 million to $176 
million. Contributing to the decline, the Small Business 
Administration said in its semi-annual report on Sept. 18, 
was “the impact of inflation in raising the cost of floating 
small issues while diminishing the utility of the amount 
left for the small company after paying these higher costs.” 


Restricted aecess to long-term credit and equity capital 
directs attention to what is still the major source of funds 
for expansion of small businesses—retained earnings. As 
already noted, however, earnings after taxes are propor- 
tionately smaller among manufacturing corporations with 
assets of less than $1 million than among those with larger 
assets. High federal income taxes unquestionably limit the 
possibilities of financing growth out of retained earnings. 
In view -of the financing alternatives available to large 
_companies, it seems plain that the inhibiting effects. of in- 

come taxes on business expansion fall most heavily on the 
small concern. a , 


The fedéra] tax on corporation income is levied at rates 
of 30 per cent on the first $25,000 and 52 per cent on addi- 
tional amounts. An incorporated retail establishment with 
annual sales of $1 million and earnings of 6 per cent on 
_ sales accordingly pays $25,700 of its $60,000 profits in fed- - 
eral income tax. In the case of an unincorporated business, 
taxes on the same income might be somewhat more or less. 


PRICING PRACTICES OF BIG BUSINESS COMPETITORS 


Testimony before the Senate Antitrust and Monopoly 
Subcommittee last spring underscored the continuing dif- 
ficulties experienced by many small businessmen as a re- 
sult of price discrimination by major suppliers and com- 
petitors. Sen. Sparkman summarized the problem on Mar. 
12 as follows: 

In the case of.sellers, price discrimination produces competitive 
injury when... a large seller operating in many markets prac- 
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tices price discrimination in those areas. where his rivals are strong, 
while maintaining regylar: prices in areas where rivals are weak 
or non-existent. By* such an arrangement the large seller is’ 
énabled to suppress’ his competition at relatively slight cost.* The 
profits which he gains in areas of weak competition are used to 
offset any losses ‘incurred where competition is troublesome. . . 
Price discrimination has equally devitalizing effects upon com- 
petition among buyers. Price concessions critically affect the. 
margin between the acquisition cost and the selling price of an 
article, the competitive. area in which small business traditionally 
finds the greatest opportunity to demonstrate its efficiency... . 
’ There can be no reasonable chance for the continued existence of 
small firms engaged in a competitive struggle where they must 
pay a higher price for their stock in trade than do their larger 
competitors.® 


Small businesses are sometimes handicapped also by the 
refusal of suppliers to sell them goods. According to a 
recent study, “The evidence indicates that over broad areas 
of business, refusal to sell stands as a major antitrust com- 
plaint of small business.”*® In such highly concentrated 
industries as steel and cement, a small customer who is 
denied a product he needs may be left without an alterna- 
tive source of supply. The purpose of refusing to sell may ° 
be to penalize price cutters or to promote exclusive dealer- 
ships. 


Not all of the price problems encountered by small busi- 
nesses can be laid at the door of large suppliers or strong. 
competitors. Price cutting by competitors of equal or 
smaller size is a common grievance. Under the fair trade 
laws of 45 states, manufacturers attempt to enforce resale 
price maintenance agreements with distributors of their 
products. Where the products are handled by thousands 
of retail outlets, however, the job of ponene prices effec- 
tively is difficult and costly. 


Fair trade as a whole was shown to be losing ground by 
a survey of manufacturers and retailers conducted last 
year by the Senate Small Business Committee.° The rise 
of discount houses and the spread of discount selling prac- 
tices among established retailers have cut into the compe- 


* The Federal Trade Commission ruled, Sept. 19, that Anheuser-Busch, Inc., had 
illegally restricted competition by cutting the price of Budweiser beer in the St. Louis 
area while maintaining regular prices elsewhere. As a result, the F.T.C. said, 
Sau sales in St. Louis tripled, while those of its three local competitors 
eclined. 


* Vernon A. Mund, The Right to Buy—and Its Denial to Small Business (Report 
prepared for the Senate Small Business Committee, March 1957), p. 97. 

© The study noted, July 27, 1956, that “Fair-trade merchandise accounts for a rela- 
tively small share of the total goods sold in the United States today.” Leading fair- 


trade products are cosmetics, drugs and pharmaceuticals, electrical es and 
alcoholic beverages. 
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tive position of many small businesses, especially in the 
appliance field.11. Further inroads were foreshadowed, Oct. 
14, when the Supreme Court in effect ruled that a mail-~° 
‘ order dealer in the District of Columbia, which has no fair 
trade law, could sell goods at discount prices to purchasers 
in states where local sales-of the articles were covered by 
price- ‘maintenance agreements. 


HANDICAPS IN THE FIELD OF GOVERNMENT CONTRACTS 


Small businesses, particularly. manufacturing concerns, 
labor under handicaps when they try to increase their share 
‘of government procurement contracts, the great bulk of 
which cover supplies and equipment for the armed forces. 
A large and growing portion of defense spending goes for 
items which cannot be produced readily by a small com- 
pany. Aircraft and associated equipment accounted for 
58 per cent of major. defense procurement and production 
expenditures in fiscal 1957, compared with less than 30 per 
cent in 1951 and 1952. Outlays for missile programs in- 
creased, in the same period, from 1 to 13 per cent of total, . 
military procurement. 


The Small Business Administration estimated that a fair 
share for small business of $16.8 billion in total net mili- 
tary procurement contracts awarded from July 1956 
through May 1957 would have been $5.4 billion or 32.1 per 
_cent. Military prime contract awards to. small business, 
however, actually aggregated only $3.2 billion or 18.9 per 
cent of the total. This represented, compared with the 
preceding year, an increase in value of almost $400 million 
but a decline in the ratio from a previous figure of 20.9 per 
cent. Small business fared best with the Army, where it 

got 41 per cent of a procurement total of $3.6 billion, and 
” worst with the Air Force, where it received less than 8 per 
cent of procurement contracts valued at $7.7 billion.!” 


Subcontracting, of course, enables small business to share 
in some of the procurement contracts awarded to major 
suppliers. The Senate Small Business Committee estimated 
some years ago that first-tier subcontracts amounted to 
about 9 per cent of total military’ prime contract awards. 


1 See “Discount Selling,” E.R.R., Vol. II 1954, pp. 537-553. 


12 Small Business Administration, Eighth Semi-Annual Report (Sept. 18, 1957), pp. 
28-832. The Defense Department reported, Sept. 5, that small business contracts for 
the entire 1957 fiscal year amounted to $3.8 billion or 19.6 percent of total procure- 
ment. The small business share increased from 16.3 per cent in the first half of the 
year to 23.2 per cent in the second half, thanks to efforts to give small firms “greater 
opportunities” to compete for contracts. 
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Such a ratio-would place their value, at current spending 
rates, at between $1.5 and $2 billion a year. Subcontract- 
ing tends to fall off rapidly, however, when prime contracts 
are cut back, as has occurred recently in the aircraft in- 
dustry. Prime contractors then pull back the work they. 
have subcontracted, in order to maintain fuller use of their 
own facilities and work force. 


‘Many explanations are offered for failure of small busi- 
ness to obtain more than about 60 per cent of the share of: 
-military prime contracts which they are believed capable 
of performing. Congressmen have strongly criticized mili- 
tary procurement officials. for continuing to award most 
contracts on, the basis:of negotiated rather than advertised 
bids, because’they say. this process tends to exclude small - 
bidders.'"* The Small Business Administration reports, 
however, that in the period July 1956-May 1957 the small 
business share of negotiated procurement amounted.to. 58.2 . 
per cent of the potential, only slightly less than its 59.5 _ 
per cent share of the potential for advertised procurement. 
According to S.B.A.: 


The primary reason why small business concerns failed to obtain 
potential military procurement awards was that they did not bid 
low enough. The next most important reason was that small 
firms did not bid on the procurements. These two reasons’ ac- 
counted for almost 95 per cent of the potential awards of $10,000 
or more which small business firms failed to obtain.14 


In the agency’s view it is unlikely that any major part 
of the $2 billion gap between actual and. potential’ awards 
“could be shifted away from big business to small business 
under existing conditions.” The attainable goal, S8.B.A. 
believes, is in the neighborhood of $500 million.. Any sharp 
increase or decrease in defense spending naturally would 
alter the picture. 


MANAGEMENT SHORTCOMINGS AND LACK OF RESEARCH 


After analyzing nearly 11,000 business failures which 
occurred in 1955, Dun & Bradstreet concluded that the 
underlying cause in around one-half of the cases was in- 
competence on the part of management; an additional 40 
per cent of the failures was traced to inadequate manage- 
ment experience. Another study by the same firm cited 
the five leading causes of failures in the construction field, 


148 See “Future of Small Business,” E£.R.R., Vol. Il 1955, pp. 595-612. 
% Smal] Business Administration, Seventh Semi-Annual Report (Feb. 28, 1957), p. 28. 
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from 1939 through May 1956, as inexperience, overtaxing 
of financial resources, inability.to relate and understand 
costs, improper record keeping, ‘and inadequate profit 
margins. 


An interrelated problem of small business management 
is lack of know-how in use of such tools as advertising, 
market analysis, and product research. A wealth of in- 
‘formation concerning these matters is freely available to 
small business from government bureaus, trade associations 
and other sources, it was pointed out by speakers at the 
President’s Conference on Technical and: Distribution Re- 
search ‘for the Benefit of Small Business, held in Wash- 
ington from Sept. 23 to 25. However, Arthur H. Motley, 
president of Parade Publications, told the delegates that 
small businessmen were wary of research. 

- Such words as “market potential,” “probability sampling,” “mo- 
tivation,” and “selective analysis” scare. them‘to death. The 
words are either unfamiliar or have. been used too much and 
are too closely identified with big business for the small business- - 
man, who looks on market research as too expensive, too long 
range, to accept. 


Many’ small. manufacturers feel handicapped. by the fact 
that the preponderant share of federal research and devel- 
opment contracts goes to big business. The government’s 
500 largest. contractors .received 98 per cent of $4.7 billion 
- spent on research in the past three years, according to Rep. 
Frank Pape. Jr. _(D- N.J. ). 


"Measures to Aid Small Enterprises 


‘ GOVERNMENT ASSISTANCE to small business at pres- 
‘ ent takes three forms: aid is offered in obtaining credit, 
government contracts,.and competent management, tech-. 
nical and production advice.. All of these activities are 
‘centered’ in the Small Business Administration, a tem- 
porary agency created in 1953, whose existence was ex- 
. tended ini 1955 for two years and in 1957 for one more year. 
_ §$.B.A. is authorized to make loans of up to $250,000 to 
qualified small businesses which are unable to obtain credit 
from private sources. It may also participate with banks 
in making loans. Under a program designed especially to. 
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assist small retail, wholesale, and service establishments, ° 
S.B.A. participates in loans up to a maximum of $15,000 
in government funds, with maximum maturities of five 
years and a top interest rate of 6 per cent. 


On-June:30, 1957, the agency had received a cumulative 
‘total of 16,552 applications for business loans and had 
approved 7,096 loans with an aggregate value of $325 
million—about $168 ‘million. to manufacturing industries 
- and $157 million to: non-manufacturing concerns. About 
20 per cent of the loans approved were. for amounts of 
- $10,000 or less, and arourid 54 per cent for amounts rang- ., 
ing from $10,000 to $50,000. More than 65 per cent of’ 
‘the funds involved, however, was in loans for more than 
'. $50,000. Cumulative commitments of S.B.A. and partici- 
pating banks, ‘omitting 1,034 loans cancelled in full prior 
to disbursement, amounted to $278 million, of which ‘the - 
S.B.A. share was $231 million.'® , 


To assist small companies competing for government 
procurement contracts, 8.B.A. and the procuring agencies 
- cooperate in a set-aside program, under which certain types 
of’ procurement are earmarked exclusively for small. busi--- 
ness. The number of contracts awarded to small business 
under set-asides increased from 1,144 during the first six 
months of 1954 to 8,169.during the first six months of 1957. 
The dollar value of the awards rose, in the same period, 
from $90 million to $335 million. 


Some critics of the Small Business Administration’s loan 
program take the position-that it is not only unnecessary 
but also excessively costly. Arthur F. Maxwell, represent- 
-ing the ‘Américan Bankers. Association, told the House’ 
Banking and Currency Committee, May 16, that the “minor 


' . role” played by S.B.A. “entails a substantial financial cost 


- to the taxpayers and some economic cost to- well-established 
‘“and soundly operated small. business enterprises which may 
suffer from uneconomi¢ competition of marginal operator's ° 
who have been enabled to continue in business through ; 
S.B.A. financing. 


The more vocal criticism of the agency, voiced primarily 
by Democrats in Congress, is that it cannot and in some 
cases will not do the job that needs doing. These critics 

%5 Small ppainens Administration, Eighth Semi-Annual eee (Sept. 18, 1957), pp. 
89-60. S.B.A. also administers disaster loans to assist in rehabilitation of homes and 


businesses damaged or destroyed by floods, storms, etc. Total net commitments under 
this program amounted to $57.6 million on June 30, 1967. 
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complain, in- sind that S. B.A.’s 5 Loan Policy: Board, 

which is made up of the Administrator, the Secretary of 
-Commerce, and the Secretary of the Treasury, has operated. 
too conservatively. The measure to give S.B.A. permanent’ 
’ status, which won- House approval last June, included a 
provision to abolish the Loan Policy Board and create in 
its place a. National Small Business Advisory Board. 


RECOMMENDATIONS OF SPECIAL CABINET COMMITTEE 


-A Cabinet Committee on Small Business headed by. 
Arthur F. Burns, then chairman of the President’s Council 
of Economic Advisers, submitted a report on Aug. 7, 1956, 
which included 14 recommendations for administrative or 
legislative action. The committee. in its principal legisla- 
' tive proposals suggested that Congress: 

, Reduce the federal tax on the first $25, 000 of corporation income” 
from 30 to 20 per cent. 

- Authorize accelerated, depreciation allowances, now limited to 


new property, on the cost’ of used property acquisitions in amounts °° 


of up to, $50,000 a year. 


Allow corporations with ten or aur stockholders to be taxed 
in the same manner as partnerships. 


Give taxpayers the option of paying estate taxes over a ten-year 
period in cases where an estate consists largely of investments in 
closely held business enterprises. 


_. Increase from’ $300,000 to $500,000 the _— on issues of cor-- 
.porate securities exempt from full sngpebentoom with the Securities 
and Exchange Commission. 


President Eisenhower endorsed all of ‘dis committee’s 
recommendations with the exception of the proposed change 
in the normal rate of the corporation income tax. That 
'_ change would involve a “substantial loss of revenue’ ’ which 
the government could not afford, he wrote on July 15, 1957, 
: to Chairman Jere Cooper (D-Tenn.) of the House Ways . 
and Means Committee. A bill to increase the -exemption 
‘ for small issues of securities passed ‘the Senate; June 26, 
- but failed of House action. None of the other foregoing 
. proposals was considered before the first session of the - 
85th Congress came to an end. 


PROPOSED TAX CHANGES To AID SMALL ‘CORPORATIONS 


Democrats have taken the lead in proposals to beioniieie 
the principle of graduation in the corporation income tax. 
The 1956 Democratic platform proposed, in a pledge of tax 
relief for small business, to “apply the principle of grad- 
uated taxation realistically’ to corporation income. Rep. 


799 





_ Editorial Research Reports. ; 


Emanuel ‘Celler (D-N.Y..) told ‘the Senate Small Business 
Committee, Oct. 2, that ‘ ‘Congress cannot act any too soon” 
to make corporation income tax rates more progressive. 


A bill introduced by Sen. Sparkman at the 1957 session . 
would graduate the rates on corporation .income from 5 
per cent on the first $5,000 to 55 per cent on that portion of 
income in excess of $100,000. A, measure by Rep. Patman 
proposes a rate schedule starting at 22 per cent on, the. 
first $100,000 of corporation income and rising to 75 per 
cent on any segment of income in excess of $1 billion. Sen. 
J. W. Fulbright (D-Ark.) introduced two bills, each -of 
which would reduce the present normal corporation rate of 
‘30 per cent to 22° per cent; one‘of the bills would at the - 
_ same time increase the present surtax rate of 22 per cent 
to 30 per cent, the other to 31 per cent.’ The latter pro: - 
posal, according-to Fulbright, would have the effect of 
reducing’ the taxes paid by all’corporations with income up 
to $225,000 and increasing hy 1 per cent the taxes paid by 
corporations-with larger income, with no revenue loss. 


The Senate Finance Committee refused last spring to 
incorporate the second Fulbright proposal in’ a bill to .ex- 
tend existing corporation income and excise tax rates. The 
committee pointed out that only 10 to 15 per. cent of all 
‘ operating businesses ‘were corporations: “Your committee 
sees-no justification for tax reduction which would benefit 
only this small corporate segment and thus discriminate 
against the many small business firms which are not in- 
corporated.” When the tax extension measure reached thé 
Senate floor, Mar: 27, Fulbright offered ‘his bill to change 
the-normal corporation rate to. 22 per cent and the’ surtax 
rate to 31 per cent as an amendment, but, it was defeated, 
33-52; only five.. Republicans joined 28 Democrats in sup- - 


port of the proposal. 


NEw SOURCES OF CrepIT:. LOCAL, STATE, ‘AND NATIONAL 


Next to tax relief, the most promising area of additional: 
assistance for small business appears to lie in further devel- 
opment of:-new sources of ‘credit: Many : communities- 
anxious to attract néw business have’‘set up credit pools 


a of one sort-or another.’* In addition, privately financed 


development credit corporations have been established in 

seven states, five of them in New England. Similar lend- 

ing institutions have been authorized in six other states and 
1 See “New Sites for Industry,” E.R.R., Vol. II 1956, pp. 889-904. . 
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are under aatine nities in an addittonal 13 states. 
‘Pennsylvania has. organized a state-financed corporation. 
Loans are made in all cases to applicants who cannot obtain’ 
financing through normal banking channels. 


The seven state-wide, privately financed corporations 
in mid-1957 had 2,580 stockholders, chiefly businessmen, 
and 589 institutional, members, including 456 national and 
state banks. Funds pledged by these-stockholders and 
members totaled:-more than $32 million. -All told, the cor-- 
porations had approved 347 applications for loans in a total 
-amount of $26 million. Although such sums’ seem. very, 


* . small in the total credit picture, many ‘persons believe that 


state development credit corporations eventually will be-" 
come a significant source of long-term credit and pousibily 
equity capital for small business. 


A group of Democratic senators, led by Sen. icine , 
has proposed the creation of national investment.companies: ° 
“to foster the development and growth of ‘independent 
. small business- enterprises.”” A measure which they intro- 

. duced in the -Senate-on May 27 would permit Federal] Re- 
serve banks as, well as other iristitutions and individuals 
to invest in these companies. Minimum. paid-in capital 
and _surplus for each company would be $5 million. 


Federal Reserve Chairman William ‘McChesney Martin, 
Jr., told a Senate Banking subcommittee on June 20 that 
“the Board of Governors concurs in the broad objective” 
' of the Sparkman proposal. But he said the Board “would 
fayor neither the financing of ‘such institutions by -the’ 
Federal Reserve by the purchase of stock or.otherwise, nor 
‘the exercise by the’ system of any. proprietary functions.” 


_ No action was taken on the Sparkman bill, but it is ex- 
pected that it will provoke considerable debate at the 1958 L 
. session of Congress. The cost to the federal government 
' | would “approach $250 million immediately,” the U.S. Cham. 
ber of Commerce estimates, and “federal authorities would 
control an importarit hew source of money which: business 
_ needs.” 17 As in the case of tax changes, it is apparent 
that the country’s business community is sharply divided 


over such additional federal measures to assist the small 
businessman. : 





“Don Waage & Guy Waterman, “Bill Would Widen U.S. Lending Control,” 
Nation's Business, September 1957. 











